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There is no other means by which the respective scales of prices in the two countries can be fixed at their proper comparative levels, and the results which are brought about, and must be brought about, by the export and import of gold illustrate the soundness of the Quantity Theory of Money.
Lord Farrer throws doubt on the theory that the adjustment of prices in different countries is effected by exports of gold. He says that when there is a balance against any particular country, the adjustment is generally effected in the present day by the transfer of credit or debt.1
I admit that an international balance may be, and often is, settled for the time being by one country acknowledging that it is in debt to the other, and undertaking, in one form or another, to pay interest on that debt, or by transferring a debt which is due to it by some other country.
But if the balance due by one country to another has arisen from the fact that its scale of prices was comparatively too high, such a settlement, for the time being, as I have indicated does not remove the cause. The scale of prices
1 Mr. Harold Skimpole seems to have held the same view as to the value of credit as a means of escaping from a pecuniary difficulty.
" I thought , . . . that Mr. Richard or his beautiful cousin, or both, could sign something, or make over something, or give some sort of undertaking, or pledge, or bond."
The Bailiff, however, held a sounder opinion and insisted on cash.                                                                             *